
NOV 10 1939 



AMERICA 



n CHARTS 
ER COURSE 



David H. Popper 



WORLD AFFAIRS PAMPHLETS 



25c 



WORLD AFFAIRS PAMPHLETS 

NO. 6 NOVEMBER I939 



/ AMERICA \ 
/ CHARTS \ 
HER COURSE 

\ BY / 

\ David H. Popper / 

FOREIGN POLICY ASSOCIATION 
INCORPORATED tfi cooperatioti with 

NATIONAL PEACE CONFERENCE 

8 WEST 40 STREET NEW YORK, N. Y. 



The views expressed in this pamphlet are those of the 
author, and do not necessarily reflect the opinions of 
the Foreign Policy Association or the organizations 
represented in the National Peace Conference. 



COMPOSED, PRINTED AND BOUND BY UNION LABOR 
AT THE ACADEMY PRESS, NEW YORK, N. Y. 
MANUFACTURED IN THE UNITED STATES OF AMERICA 
> 181 



America Charts Her Course 

by 

David H. Popper 

I. CAN WE STAY NEUTRAL? 

Once again America faces a major war in Europe. Whatever its 
scope and duration, the United States will be forced to make crucial 
decisions on foreign policy. Whether it remains neutral over a long 
period, participates in the struggle, or suddenly finds itself face to 
face with a new alignment of powers, it must carefully evaluate its 
relations with the outside world. These relations — physical, cultural, 
political, economic, military and others — should as far as possible be 
integrated within a common framework. Together they constitute 
the basic data for charting America's course. 

Today it appears probable that American foreign relations will be 
profoundly affected by the existence of large-scale hostilities over a 
considerable period of time. The British government has announced 
that it is basing its policy on the assumption that the present conflict 
will last for three years or longer. Less than 24 hours after Britain 
had declared war, the Athenia, a British vessel carrying 1,400 home- 
ward-bound Canadians and Americans, was torpedoed and sunk 
with the loss of 30 American lives. The maritime war is in full 
swing. As in 1914-1918, Britain is employing a long-range blockade 
to starve its enemy of foodstuffs and vital war supplies, while the 
Nazis are retaliating with submarine warfare. On land, sea and air, 
preparations are going forward for a war of attrition. 

In such a war the belligerents may be expected to become more 
and more desperately engaged as they approach exhaustion. Consid- 
eration for the rights of neutrals is likely to dwindle as first one side 
and then the other adopts stringent measures to secure victory or 
avert defeat. Individuals in neutral countries, often swayed by both 
fact and propaganda, will gradually take sides; and their passions 
will tend to rise higher as the conflict progresses. Certain groups 
may urge intervention to further what they believe to be a national 
interest. This country's experience in 1812 and 1917 illustrates the 
constant danger of American involvement in a great war of long 
duration. 
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Historical analogies are often dangerous. The events of 1914-1917 
may not be inevitably repeated. But there are certain basic similar- 
ities between the two great European wars of the twentieth century. 
From the American point of view the principal belligerents are the 
same: the Western powers and the German goverimient. Many 
Americans again believe that the democratic way of life is threatened 
by the expansion of autocratic regimes. Others, unimpressed by the 
slogans of either side, regard the hostilities as nothing more than a 
new quarrel over imperialist spoils. Now as in 1917 there are vague 
fears of possible encroachments by a victorious Germany in the 
Western Hemisphere. 

It is generally recognized that the people of this country, disillu- 
sioned by the collapse of the ideaUstic hopes of 1918, wish whole- 
heartedly to avoid embroilment in another war. They want to re- 
main aloof provided they can safely do so. Historians, international 
law authorities, pubUcists, officials and politicians have examined 
the course of American policy in the years of our neutraUty, to dis- 
cover — ^if they could — the fundamental causes of our involvement 
last time. On investigation it has been found that the subject is 
incredibly complex. 

There is sharp disagreement on the relative importance of various 
factors which brought the country into war. The simple thesis that 
international bankers or munitions makers were solely responsible 
is not in accord with the facts. More convincing is the view ascribing 
our participation to the close economic and financial relations which 
almost automatically developed between the United States and the 
AlUes. Observers who take this view insist that the existence of an 
enormous American economic stake in an AlUed victory furnished 
the underlying motive for American involvement. Other students, 
while admitting the significance of these economic ties, attribute our 
entrance into the war to the inhumanity of Germany's unrestricted 
submarine campaign which, unUke the Allied maritime controls, 
took a toll of American shipping and, above all, of American lives. 
Germany's violation of our neutral rights, they declare, must be con- 
sidered in conjunction with provocative attempts at sabotage and 
the German proposal, in the Zimmermann note, that Mexico join in 
alliance with the Reich to acquire territory in Texas, New Mexico 
and Arizona if war came. When added to the general American 
sympathy for the AUied cause, these factors produced a combination 
of interest and sentiment which proved irresistible. They explain, 
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though they may not justify, the bias of many officials of the Wilson 
Administration in favor of the Allies — and the unneutral conduct in 
dealing with the two belligerents which, some critics contend, pre- 
cipitated a situation resulting in war. 

All in all, the diversity of opinion on the question why we fought 
seems to prove that no well-defined, single set of circumstances can 
be called decisive. It would be a mistake to assume that today the 
United States must necessarily follow the same path toward 
Armageddon. But if this country is to retain greater control over its 
destiny, it must base its actions on a more thoughtful and thorough 
understanding of its place in world affairs. It is time to take stock 
of our position, to determine where we stand and what course we 
should pursue. 

II. DIPLOMACY AND PUBLIC OPINION, 1914 AND 1939 

By a rather striking coincidence the second great European war 
of the twentieth century, like the first, broke out while a reform ad- 
ministration was in power at Washington. The Democratic gov- 
ernment of 1913, which proposed to inaugurate the "new freedom," 
had adopted much of the progressive doctrine of Theodore Roose- 
velt and added more of its own. To compensate for the growing 
strength of the monopolist and improve the functioning of the cap- 
italist system, the Wilson Administration passed anti-trust legisla- 
tion, lowered tariffs, levied an income tax and reformed the bank- 
ing structure of the country. These measures did not suffice, how- 
ever, to lift the country out of the depression frorn which it was suf- 
fering when war came. 

Wilsonian idealism was also carried over into the field of foreign af- 
fairs. A contemporary historian distinguishes three basic components 
in the President's foreign policy: belief in moral principle; in the 
capacity and right of people to rule themselves; and in America's 
mission to further these ends.* While the President's good inten- 
tions were generally acknowledged, the application of his tenets 
was a source of no small difficulty. Mr. Wilson's determination to 
further the establishment of a truly democratic government in 
Mexico, manifested by his non-recognition of the Huerta regime, 
provided our most troublesome diplomatic problem before the mid- 
dle of 1914. Dollar diplomacy was dethroned from its earlier position 

*HarIey Notter, The Origins of the Foreign Policy of Woodrow Wilson (Baltimore, 
Johns Hopkins Press, 1937). 
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in American foreign affairs, but the country, at the same time, ex- 
tended the scope of its intervention in the Caribbean area. With the 
approval of many peace-minded individuals. Secretary of State Bryan 
assiduously negodated a series of 21 new-style conciliadon treaties 
for the setdement of international disputes, but none of them was 
ever employed. On the eve of the war Colonel House, the President's 
confidant, sounded the statesmen of Europe on the prospects for 
disarmament and peaceful collaboradon among the great powers, 
but his efforts proved fruitless. In retrospect, Wilson's foreign policy 
seems to have been sadly out of place in a callous world. , 

Press dispatches in 1914 recording the imminence of hostilities 
came as a surprise to almost all Americans. The nation's attention 
had been centered on the usual flow of domestic rather than foreign 
news. As ultimata and invasions were reported, the price of wheat 
soared, cotton slumped, the stock market broke and finally suspend- 
ed operations, and trans-Atlantic commerce was disrupted. But the 
shock was somewhat eased by general anticipation that the war 
would have to be brief. President Wilson appealed to the country 
to be "neutral in fact as well as in name . . . impartial in thought 
as well as in action." 

Such a statement, however, could not weigh very heavily against 
attitudes which had been built up over a long period of years. The 
cultural, linguistic and legal debt of the United States to Britain 
could not be gainsaid. London was America's foreign social capital, 
the concentration point through which it received the bulk of its 
European news. After the war began, most Americans absorbed 
British propaganda, which was couched in a form calculated to win 
their support. The Germans had nothing to match these advantages. 
Many educated Americans were steeped in German science and 
scholarship, but more were antagonized by German militarist doc- 
trines. The German argument received far less attention than that of 
the Allies. Germany's propaganda efforts were almost as ineffective 
as those of Britain were successful. Sympathy for the Serbian under 
dog was soon transmuted into indignation at the violation of Bel- 
gium's neutrality, the destruction of French towns, and alleged war 
atrocities. There was no doubt that the majority of Americans 
favored the Allied cause. 

Yet even the most fervent Allied supporters were not psycholog- 
ically prepared at the outset to go to war. Large and homogeneous 
communities of German-Americans strove to present their case to 
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the country. Irish nationalists criticized British policies. Peace senti- 
ment was strong, particularly in the Middle West, which was far 
less concerned with foreign affairs than it is today. With the pas- 
sage of time, feelings rose and people began increasingly to view the 
struggle in ideological terms, as a clash between imperialistic au- 
tocracy on the one hand and democratic principles on the other. But 
many remained uninterested or unconvinced until the last moment. 
In the autumn of 1916, less than six months before we joined in the 
conflict. President Wilson found it expedient to campaign under the 
slogan "he kept us out of war." There were bitter struggles on the 
floor of Congress when measures which might align us on one side 
or the other were under discussion. 

From the New Freedom to the New Deal 

In 1939 another Democratic President committed to progressive 
reform occupies the White House, and his efforts, too, have been 
directed toward assisting the underprivileged and revitalizing the 
country's economic organization. 

Immense changes have of course taken place since the United 
States last drifted into war. The economic system which the Demo- 
cratic administration of 1913 attempted to modify has suffered un- 
foreseen vicissitudes, many of them products of the conflict itself. The 
1929 crash has jarred the belief of most Americans in the classical 
economic formula of individual enterprise, free from extensive pub- 
lic interference. The reforms undertaken by the New Deal, in the 
longer period of peace which it has enjoyed, are far more compre- 
hensive than those of the Wilson regime. Government control has 
been markedly strengthened in such important spheres of activity as 
currency, credit and finance; gold and foreign exchange transac- 
tions; securities operations; agricultural production; and unemploy- 
ment relief. 

But despite all its vigorous efforts to cope with the nation's diffi- 
culties, the New Deal has by no means fully succeeded in regaining 
the ground lost a decade ago. War in Europe, in 1939, again finds 
the United States with unused industrial capacity. The country has 
a hard core of millions of jobless, many of whom have had no pri- 
vate employment for years. Burdensome surpluses of cotton, wheat 
and corn have accumulated. Today as in 1914, the country is baffled 
by the prolonged continuance of economic maladjustments. The fact 
that we possess reserves of idle productive capacity at a time when 
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much of the world is devoting its energies to destruction rather than 
production may tempt us to gear our economy for war profits. To 
what extent our resources will be harnessed to meet the belligerents' 
needs remains to be seen. 

The foreign policy of the Roosevelt Administration, like its under- 
lying social philosophy, rests on assumptions reminiscent of Wil- 
sonian concepts. Speaking at Chicago on October 5, 1937 the Pres- 
ident stressed the "soHdarity and interdependence about the modern 
world, both technically and morally," which rendered impossible 
complete isolation from foreign disturbances. He referred to "the 
cardinal necessity of honoring the sanctity of treaties, of respecting 
the rights and liberties of others and of putting an end to acts of 
international aggression." In his message to Congress on January 4, 
1939 the President alluded still more pointedly to the challenge from 
abroad to "three institutions indispensable to Americans" — religion, 
democracy and international good faith. The "God-fearing democ- 
racies," he declared, "cannot forever let pass, without effective pro- 
test, acts of aggression against sister nations — acts which automatical- 
ly undermine all of us. . . . There are many methods short of war, 
but stronger and more effective than mere words, of bringing home 
to aggressor governments the aggregate sentiments of our own 
people." 

The American public's traditional fear of foreign entanglement 
has prevented the government from carrying its principles of foreign 
policy to their logical conclusion: cooperation with other powers to 
preserve international morality and world order. Under the circum- 
stances the State Department has contented itself with independent 
action, often parallel with the measures taken by like-minded gov- 
ernments, in defense of this country's interests and what it regards as 
just causes. Yet American diplomacy has been openly arrayed against 
aggressive, totalitarian powers to a degree unimagined before 1914. 

ROOSEVELTIAN DIPLOMACY IN AcTION 

In the Far East, where the American government has long played 
an active role, the Roosevelt Administration has carried on the non- 
recognition policy with regard to Manchukuo, which it inherited 
from the Hoover regime and which received its original formulation 
in American Far Eastern diplomacy under Secretary Bryan in 1915. 
After the outbreak of the Sino-Japanese war, on July 7, 1937, the 
United States issued a series of vigorous statements intimating its 
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distaste for the Japanese action. At the abortive Brussels Conference 
in November 1937, it joined the other Western democracies in re- 
affirming its legal opposition to Japan's gains in violation of treaty 
obligations. Because it was expected that the Neutrality Act, if 
invoked, would adversely affect China, the law was left in abey- 
ance by the President, on the technical ground that war did not 
exist. Maintenance of American interests in the Orient, at a time 
when there appeared to be no other effective force able to halt the 
Japanese, worked to the definite advantage of China, since Western 
privileges were bound up with its sovereignty. The American fleet 
was also used as a potent weapon of diplomacy whose value was 
illustrated by the effect on Japan of its hurried return to the Pacific 
in the critical spring days of 1939. 

Breaches of the peace by European powers presented a more 
knotty problem for the Roosevelt Administration. In this sphere the 
tradition of American non-entanglement was strong. The revolu- 
tionary aims of Germany and Italy could be directly countered only 
when those countries attempted to enhance their influence in Latin 
America, or to conduct anti-democratic propaganda in the United 
States. During the Ethiopian crisis the United States could do little 
more than exhort the prospective belligerents to keep the peace. It 
cooperated with the League of Nations, in fact though not in form, 
by enforcing an arms embargo against both belligerents alike. But 
it did not stem the flow of oil and other vital war materials to 
Italy. The failure of League sanctions, due in part to lack of ef- 
fective American support, not only permitted the Italians to enjoy 
the fruits of victory but also stimulated them to develop local war 
industries and thus increase considerably their relative self-sufficiency 
in preparation for a future conflict. 

Collective action in both the Far Eastern conflict and the Ethi- 
opian affair was unsuccessful in gaining its objective. But the 
United States, like the other status quo powers, did maintain the 
principle of opposition to aggression, even when no immediate na- 
tional interest appeared to be directly at stake. This principle may 
prove important for the United States in the future, especially if 
Germany should score new victories on the battlefields of Europe. 

Already, as Nazi actions grew bolder, the full weight of American 
opprobrium had fallen on the new Germany. The last of the great 
European powers to undergo a revolution, the Third Reich pro- 
pounded the most inflammatory ideological doctrines to upset the 
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status quo. Its proud assertion of claims to foreign territory, its ruth- 
less suppression of democratic ideas, its harsh treatment of Jews and 
other minorities, its substitution of Nazi for Christian ethics— all 
these things deeply shocked Americans. 

Conditions in Germany may not actually have been worse, from a 
humanitarian point of view, than in other dictatorships, but many 
Americans believed that they were. In spite of popular indignation 
against Germany, the State Department felt constrained to recog- 
nize the annexation of Austria. It vacillated in the Munich crisis, 
claiming some credit for faciUtating a settlement aUen to its pro- 
claimed principles of international conduct. But the outrages com- 
mitted against Jews in November 1938 were bitterly assailed by 
Americans from the President down, and the American Ambassador 
was subsequently withdrawn from Berlin. When Hider occupied 
Prague, in March 1939, the State Department strongly condemned 
the acts which had resulted in the "temporary extinguishment" of 
Czech hberties. And on October 2 Secretary Hull refused to recog- 
nize the partition of Poland. 

Commercial Measures "Short of War" 

Slowly and without overt entanglement, the United States has thus 
gradually aligned itself against the totalitarian powers which have 
flouted the sanctity of treaties and committed aggression. On another 
front, too — that of commercial poUcy — the United States has taken 
steps directly affecting the fascist countries. In this instance the clash 
springs from a sharp divergence in international economic practice. 
The principles of the foreign trade and investment systems of Ger- 
many and, to some extent, Italy, were conceived in the World War, 
matured in depression and perfected in the rush to achieve national 
self-sufficiency in the "no war, no peace" atmosphere of recent years. 
By direct bureaucratic control these nations arbitrarily canaUze 
trade; buy and sell through bilateral barter agreements levelling 
off the flow of commerce between themselves and the individual 
states with which they deal; and end trade flexibility by compensa- 
tion and clearing devices. These tactics have been employed, par- 
ticularly by Nazi officials, to establish economic and sometimes poli- 
tical domination over smaller countries. In the opinion of the Ameri- 
ican State Department such procedures divert the natural streams of 
international commerce and involve discrimination against other 
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states, with deleterious effects on the standards of Uving and poHtical 
relations of the peoples concerned. 

The commercial dispute with Germany, which cannot possibly be 
considered apart from political overtones, had by September 1939 
deteriorated into a virtual trade war. After abrogation of the most- 
favored-nation clause in its treaty of commerce with Germany, the 
United States deprived the Reich of the benefits of the lower tariff 
rates embodied in American trade agreements with other states. It 
steadfastly opposed a project for bartering large quantities of Amer- 
ican cotton against German merchandise, contending that the pro- 
posal involved a concealed bounty to German exporters. Since 
April 23, 1939, moreover, dutiable German imports into this country 
have been Uable to a countervailing duty of 25 per cent, in addition 
to regular tariffs, in order to offset Reich subsidies to German man- 
ufacturers for export. It may be significant that the decision to im- 
pose these penalty charges was announced on March 18, 1939, just 
three days after Nazi troops had entered Prague. 

Many observers also discerned a clear diplomatic threat of eco- 
nomic pressure against Japan when Washington, which had been 
concerned over attempts to extend Japanese privileges in China's 
foreign concessions, abruptly announced its intention to terminate 
the commercial treaty between the two countries, on July 26, 1939. 
Some months earlier Secretary Hull had successfully induced Amer- 
ican airplane manufacturers to apply a "voluntary" embargo on the 
shipment of military aircraft and parts to the Japanese, ostensibly 
because of their bombing of civilian populations. 

Had war been averted in Europe, it seems likely that economic 
measures of this type might have been intensified. They would then 
have touched the fascist states at a peculiarly vulnerable spot, by de- 
creasing the availability of much-needed raw materials — and, in 
some cases, manufactured products — from the wealth of America's 
supply. Japan, in particular, may find it increasingly difficult to 
maintain its armed forces in China if the State Department takes fur- 
ther action after the Japanese commercial treaty ceases to be in effect, 
on January 26, 1940. According to the Chinese Council for Eco- 
nomic Research, the United States furnished the Japanese with 56 
per cent of their imports of the most strategic war materials in 1938. 
The foreign exchange difficulties of both Germany and Japan, more- 
over, must have been somewhat enhanced by the widespread unoffi- 
cial American boycott against their products. 

n 



Evolution of Public Opinion on War 

In 1914 there was no systematic method of determining the public 
response to poUtical questions of the hour. Historians tracing the 
growth of war sentiment in the United States at that time are lim- 
ited chiefly to a canvass of press reactions and a collation of sub- 
jective estimates. The historians of the future will be far more for- 
tunate. Through two new and seemingly accurate mirrors of mass 
sentiment— the Gallup polls of the American Institute of Public 
Opinion and the Fortune Survey — they will be able to gauge the ex- 
tent to which government actually reflects a cross-section of na- 
tional thought. It was possible for Representative Fred Britten of 
Illinois, on April 5, 1917, to contend on the floor of the House of 
Representatives that "90 per cent of your people and mine do not 
want this declaration of war and are distinctly opposed to our going 
into that bloody mire on the other side." His view could not be con- 
clusively disputed. Were the same situation to recur tomorrow, we 
would have far sounder clues regarding the opinions of his con- 
stituents. 

Today the record of American beliefs and desires on issues of 
foreign policy is plain. In general it indicates that there was a grow- 
ing realization of the imminence of another European war; an in- 
creasing doubt that the United States could remain aloof; a pro- 
nounced antipathy to the totalitarian states, particularly Germany; 
and an enhanced willingness to support the British and French with 
material resources in war. In the relatively untroubled years of 1935 
and 1936 over 70 per cent of those questioned in the Gallup poll op- 
posed American participation in concerted military or economic ac- 
tion to quell aggression. Almost 50 per cent wished to cut off all 
trade with belligerents, while an additional 40 per cent would have 
been satisfied with a munitions embargo. 

Then, slowly, opinion began to shift. In August 1937 those who 
believed a world war was in the offing had this opinion of who 
would start it: Germany 30 per cent; Italy 27 per cent; Japan 19 
per cent; Russia 11 per cent. By January 1939, 94 per cent of those 
expecting war within the year thought it would be started by 
Germany, Italy or both. Although American opinion approved neu- 
trality legislation, it took sides rather readily in existing wars and 
those which might come — in favor of China, of LoyaUst Spain, and 
of Britain and France in a presumptive European conflict. Two out 



12 



of three people admitted by January 1939 that they would join a 
movement in this country to stop buying goods made in Japan; in 
October 1937 only one out of three would have done so. In April 
1939, 65 per cent of those asked said they would join a movement to 
boycott German goods. 

By that month, too, 82 per cent of the Gallup "pubUc" approved 
the sale of food to the British and French in case of war; 66 per 
cent favored the sale of planes and other war materials; and 16 per 
cent were even prepared to send the Army and Navy abroad. More- 
over, while Canada was the only country which more than half of 
those questioned would agree to defend against threat of invasion, 
a Fortune poll published in January 1939 showed 56.3 per cent of 
the participants in favor of a coalition of democratic powers, includ- 
ing the United States, to stand together at any cost to prevent Hitler 
or Mussolini from taking more territory at the expense of other 
nations. 

Despite shifts of sentiment in response to subsequent events, 
American opinion retained the same general disposition until late 
in 1939. The Fortune survey, pubHshed in September, discovered 
that 83 per cent of those approached approved the country's pre-war 
policy of "using our influence to preserve peace" without necessarily 
stating what we would do if war should start. While 64 per cent 
favored industrial self-sufficiency for the United States— an "isola- 
tionist" premise — 61.5 per cent felt that we should not continue to 
trade with the dictatorship nations if they declared war against other 
European countries. (Over 17 per cent answered in the affirmative; 
20.9 per cent were undecided.) In this survey, and the succeeding 
one compiled in the early days of the war, those questioned mani- 
fested overwhelming opposition to entering the conflict or sending 
armed forces abroad to prosecute it. Yet two-thirds of the "public" 
agreed that we should support policies which, since they involved 
substantial assistance to Britain and France, were anything but "iso- 
lationist" or even impartial. 

These Americans apparently made up the 62 per cent of all cidzens 
who believed, according to an estimate in April 1939, that the total- 
itarian powers would represent an immediate menace to the United 
States if they won a great European war. After the war had been 
under way for three weeks, the Gallup investigators ascertained that 
the percentage of those believing the Neutrality Act should be 
changed to help the Entente powers had risen from 50 to 57 per cent 
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in one month. At the same time, over 90 per cent of the voters in- 
dicated their support o£ a cash-and-carry plan, while more than four 
out of five wanted American ships and nationals to stay out of 
danger areas. 

There are internal inconsistencies in these compilations, and evi- 
dences of gusts of public passion. Still, the accelerating anti-total- 
itarian surge of American public opinion over the last few years is 
scarcely open to doubt. The emphasis has changed from uncondi- 
tional neutrality to a desire to assist the European democracies, pro- 
vided certain measures are taken to prevent our involvement in war. 
How enduring the shift will be is an unanswerable question. What 
is evident is that, aided by the force of events, the Administration 
has convinced the bulk of the public that America has a vital part 
to play in world affairs. 

World War to World War 

In the perspective of twenty-five years, there is little similarity 
between the state of American diplomacy and public opinion in 1914 
and 1939. When the Archduke Franz Ferdinand was assassinated 
at Serajevo, most Americans were puzzled or indifferent. In 1939 
radios blare the news of every battle to all corners of the land. For- 
eign affairs occupy a leading place as an American topic of conversa- 
tion. The consensus on immediate responsibility for hostilities is 
well-nigh unanimous. By word and action the Federal Administra- 
tion has definitely expressed its sympathy with its former allies. 
Even as the President urged Americans to be neutral, he noted that 
a neutral "cannot be asked to close his mind or his conscience." Re- 
lations with Germany are highly strained. America and its govern- 
ment are closer to the mood of 1917 than 1914. 

Yet it does not follow that the United States must formally inter- 
vene in the struggle in the near future. As long as distasteful mem- 
ories of the last war persist, opposition to full-fliedged participation 
in this one will be strong. That the lessons of the first world war 
have not been entirely lost is shown by the refusal of the Amer- 
ican public to be stampeded by the sinking of the Athenia and the 
Panay. It is indicated, too, by America's search for a more effective 
neutrality policy. 
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III. PROBLEMS OF NEUTRALITY, 1914-1939 

Since the sixteenth century, at least, states not directly involved in 
a war between other nations have sought to regularize a procedure 
whereby they might remain aloof from the conflict and continue, as 
far as possible, their normal relations with the belligerents. Neutrals 
have built up a code of practices designed to assure their impartial- 
ity; in return, belligerents have refrained from hostile acts against 
them. Before 1914 it was generally agreed that both neutral and 
enemy goods, if carried on neutral ships, were safe from confiscation 
as long as they were not contraband and were not destined for a 
blockaded port. So, likewise, were neutral goods on enemy ships. 
Contraband was divided into two categories: absolute and condi- 
tional. The former consisted of articles intended for war use, which 
were being shipped to an enemy. These, under the doctrine of "con- 
tinuous voyage," might be seized even if they were to pass through 
a neutral country en route to the final destination. Conditional con- 
traband consisted of goods which might be employed for either 
peaceful or military purposes, such as food, forage and clothing. It 
could be taken if it was destined for use of the enemy government 
or its armed forces, but the rule of "continuous voyage" could not 
be applied.* 

General agreement among international law authorities on these 
rules, however, did not prevent controversies over neutral rights. As 
the belligerents realized that they were engaged in a desperate 
struggle, they grew less and less hesitant to disregard the law, what- 
ever the consequences. New technological developments — notably 
perfection of the submarine — led inevitably to new methods of war- 
fare. Belligerents responded to alleged enemy violations of neutral 
rights with compensating illegalities of their own. 

By 1914 a close blockade of enemy ports in Western Europe had 
become impossible, and none was ever formally declared. Neverthe- 
less Britain, determined to deprive the Central Powers of supplies and 
foodstuffs, utilized to the limit its command of the seas. Gradually 
the distinction between absolute and conditional contraband was 
wiped out. A thoroughgoing system of rationing was imposed on 
the neutrals of Western Europe and on American trade with them, 

*Philip C. Jessup, Neutrality: Its History, Economics and hatv (New York, Columbia 
University Press, 1935-1936), Vol. Ill, The World War Period, by Edgar Turlington, 
p. x; Edwin Borchard and William P. Lage, Neutrality for the United States (New 
Haven, Yale University Press, 1937), Chapter I. 
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to prevent the transshipment of supplies to Germany. Not content 
with the customary procedure of visit and search of neutral vessels 
as a means of ascertaining whether they were engaged in the car- 
riage of contraband, the British government took American vessels 
into British ports, where ships and cargoes were often detained. 
Mails were opened and censored; vessels of some neutral powers 
were requisitioned by the belligerents; black lists oi firms doing 
business with the enemy were published, and British enterprises 
were forbidden to deal wdth them. Both belligerents demarcated 
dangerous areas where the safety of neutral shipping was not guar- 
anteed. Last but not least, German submarines, which were vulner- 
able to the attacks of belUgerent armed merchantmen, often sank 
vessels without the customary visit and search and without regard 
for the safety of passengers and crew. Many were killed as a result 
of submarine attack. By April 2, 1917, 66 Americans, mostly sailors, 
traveling on American vessels, and 177 Americans on foreign vessels 
had perished in this manner. 

Unneutral Neutrality.? 

The way in which the American State Department handled these 
unprecedented problems of neutrality has been severely criticized. 
From the very start it yielded valuable bargaining points to the 
British, and while later it adopted a sharper tone, it never carried 
its protests to great lengths. By October 22, 1914, when the first ex- 
change of communications on questions of neutral rights had been 
completed, British diplomats had received clear indication that they 
might go far in extending their sway over American maritime trade. 
Despite illegal British interference with American shipments to 
Scandinavia and the Netherlands, United States officials relinquished 
one position of vantage after another, merely reserving their rights 
for the future. 

Subsequently, when the submarine campaign began, the distinc- 
tion between the treatment accorded the two sides became abun- 
dantly clear. The United States refused tb join the Scandinavian 
countries in a protest against Britain's declaration of a military area 
in the North Sea in November 1914. But when, three months later, 
Germany declared the waters surrounding the British Isles an area 
of war and threatened to torpedo enemy merchant vessels within it, 
the American government warned Berlin it would be held to "strict 
accountability" for losses of American vessels or American lives. 
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In retrospect it seems quite clear that this government, whatever 
the dictates of international law on the subject, acted unwisely in 
attempting to protect Americans, especially when they took passage 
on vessels of belligerent nations passing through war zones. Such was 
the case in the celebrated Lusttania aflfair. Still less defensible was 
our insistence that armed merchantmen of the belligerents which 
were carrying American citizens could not be attacked and sunk by 
German submarines. By this assertion, as one authority puts it, "the 
neutral United States undertook to defend British merchantmen 
from attack by their enemy, a practice new in history."* 

American officials were of course influenced by the prevailing state 
of opinion in the country. Had they been less partial toward the 
Allies, they might have weighted the scales more evenly between the 
belligerents. Yet it is uncertain whether this would have averted war. 
The submarine attacks, attended by loss of lives as well as property, 
were particularly shocking to many Americans, although the Germans 
asserted that they were no more inhumane or illegal than the starva- 
tion of women and children by the British blockade. It must also 
be remembered that embargoes on shipments to the Allies, which 
might have been imposed as penalties for their infractions of our 
neutral rights, might conceivably have disrupted our export boom. 
Since American products were indispensable to the British and 
French, however, a firmer attitude toward them in Washington 
might have won greater consideration for American interests. 

The evidence indicates that the continuance of trade was of the 
highest importance for both parties. American shipments of muni- 
tions of war to the Allies between August 1914 and March 1917 were 
valued at well over $2,ooo,ooo,ooo.t They overcame the depression in 
American industry. Farmers also made large profits from the sale 
of foodstuffs to the belligerents. Because of the war commerce, our 
exports began to exceed our imports in value by enormous sums. 

Financial Neutrality Crumbles 

At first the Allies made payment by shipping gold to the United 
States and selling foreign-owned American securities back to Amer- 
icans. After mid-1915, however, the stream of war orders grew to 
such proportions that new arrangements were imperative. As early 

*Borchard and Lage, Neutrality for the United States, cited, pp. 39-40. 
tThe term "munitions" is here used in a broad sense to cover explosives, firearms, 
other iron and steel manufactures; acids; and airplanes and parts. C£. C. C. Tansill, 
America Goes to War (Boston, Little, Brown, 1938), p. 53. 
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as August 15, 1914 Secretary Bryan had committed the Administra- 
tion in a statement that loans by American bankers to any foreign 
nation at war were "inconsistent with the true spirit of neutraUty." 
But this rigid prohibition could not withstand fundamental eco- 
nomic pressures. In October 1914 the President was constrained to 
authorize the extension of commercial credits, without which even 
normal trade with the belligerents was hampered. Such credits soon 
percolated through the whole banking system, and the strain on 
AUied resources began to tell. The ultimate solution was to rescind 
the ban on loans; and between October 1915, when the first Anglo- 
French loan was floated, and our entry into the war, the net total 
of our loans to all belligerents reached almost $2,600,000,000. Finan- 
cial neutrality had proved impossible as long as the government 
fostered war trade. 

Even if the financial aspect is disregarded, it cannot be assumed 
that a more judicious neutrality policy would necessarily have avoided 
war. The unrestricted submarine campaign adopted in February 1917 
was designed to cripple Britain at all costs, no matter what the fate 
of American ships and citizens. Keeping them out of danger zones 
to preserve peace would have entailed a sacrifice of American rights 
to which President Wilson and most of the country were not pre- 
pared to assent. Except for an agreement that submarines would 
observe the same rules as surface war craft in providing for the 
safety of passengers and crews of merchant vessels, no accord has 
ever been reached on the validity of the new belligerent practices 
concerning neutrals developed during the last war. By the end of 
September 1939 it was apparent that this international agreement, 
too, was going by the board. 

On other questions there is not even a pretense of harmony. The 
British have already begun their long-range blockade against Ger- 
many .They are diverting neutral vessels to British ports and remov- 
ing passengers from them. The contraband lists of both belligerents 
are virtually all-inclusive; the British Ust closely resembles our own 
in 1917. A British black list has again been published. Restrictions 
on neutral rights which were evolved over several years in the first 
world war have been put into effect within one month in 1939. 

For several reasons the United States is not likely to press its ob- 
jections to these and similar measures. The quest for "freedom of the 
seas" no longer evokes a responsive chord among the American 
public, which now seems to stress neutral risks rather than neutral 
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rights. True, Secretary of State Hull has declared that, despite its 
domestic legislation, the United States government has not aban- 
doned its prerogatives as a neutral under international law. Just how 
valuable these abstract rights may be at the present time is open to 
question. When the United States became a belligerent in 1917, it 
adopted the British restrictions against neutrals lock, stock and bar- 
rel, and added refinements of its own. Should Washington protest 
such practices today, its own attitude in the past would rise to plague 
it. Moreover, unless American neutrality legislation providing for 
de facto renunciation of certain maritime rights is repealed, it will tie 
the Administration's hands. 

In one field — the prevention of belligerent activities in the waters 
of the Western Hemisphere — the Administration, in concert with 
other American states, may move more resolutely. Under the Dec- 
laration of Panama, approved October 3, 1939, the American re- 
publics have declared that they "are as of inherent right entitled to 
have" a broad ocean area extending hundreds of miles from the 
American coast "free from the commission of any hostile act by any 
non-American belligerent nation." This agreement on an American 
safety zone conflicts sharply with the traditional rights of a belliger- 
ent to engage in maritime warfare on the high seas, and raises many 
questions under international law. For the present, the zone will be 
patrolled for purposes of information only, and further consultation 
will be necessary before action against a belligerent operating within 
it can be taken. Although the Declaration of Panama is thus more 
important at the moment as a political extension of the Monroe 
Doctrine than as an effective curb on war in the Americas, it does 
suggest the possibility of conflict with sea raiders in Western Hemi- 
sphere waters. The drastic neutraUty legislation debated by the Sen- 
ate in October 1939 would, if passed, diminish the probability of 
other serious clashes. Yet it could not eliminate them altogether, par- 
ticularly in cases where belligerents interfered with American com- 
mercial or financial relations with other neutral states. 

IV. LEGISLATING AMERICAN NEUTRALITY 

After 1918 the American pubUc, disillusioned with the war's fail- 
ure to make the world safe for democracy, began to question the 
entire Wilsonian thesis that the national honor required protection 
of American maritime rights against infringement even at the cost 
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of hostilities. Dissatisfaction with the peace settlement, the blunders 
and retreats of the European democracies, failure to collect the war 
debts, revelations regarding the pro-Ally bias of officials in the Wil- 
son Administration, and the detailed examination of our fiscal and 
economic relations with the AUies by the Nye munitions committee 
— all served to confirm the popular impression that a repetition of 
the process should be avoided. As poUtical conditions deteriorated 
and a new world war approached, the need for action became more 
urgent. After two provisional neutrahty resolutions had been enacted 
in 1935 and 1936, a definitive law was approved on May i, 1937. 

The new statute was clearly formulated to meet the problems 
which arose in the last European war. By its terms the country im- 
posed on itself a number of self-denying provisions intended, first, 
to reduce the Hkelihood of disputes over American rights on the 
seas and, second, to moderate the anticipated war trade boom suffi- 
ciently to preclude American involvement. The latter purpose was 
to be achieved by an embargo on the sale of arms, ammunition and 
implements of war to belligerents, reinforced by a ban on all loans 
except, at the President's discretion, the short-term credits by which 
international commercial transactions are ordinarily financed. Until 
May I, 1939 these deterrents to abnormal war trade were supple- 
mented by a temporary "cash and carry" provision under which the 
President might require that exports of certain materials were to be- 
come the property of foreigners before leaving American ports and 
were not to be carried on American vessels. This section of the Act 
of 1937, however, expired four months before the outbreak of war. 

To avoid conflict over maritime rights, the Act lays certain prohibi- 
tions on Americans. As soon as the President has declared that a 
state of war or civil strife exists, thereby bringing the law into opera- 
tion, it becomes illegal for any American vessel to carry munitions 
destined for belligerent nations. American merchantmen are forbid- 
den to mount guns, and American nationals, with certain excep- 
tions, may not legally travel on the vessels of beUigerent powers. The 
President is also empowered by special proclamation to bar sub- 
marines or armed merchant vessels from United States ports. 

As long as these provisions remain in effect the type of contro- 
versy which was the immediate cause of our entry into the last war 
is far less Ukely to arise in future. On September 5, 1939 President 
Roosevelt issued two proclamations of neutrahty, the first detailing 
activities in aid of the belligerents forbidden as unneutral under 
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international law and United States statutes, and the second apply- 
ing the arms embargo against the belligerents. In the succeeding 
days a number of executive orders and proclamations were published 
declaring a "limited" national emergency and giving directions re- 
garding the means whereby the neutrality of the United States was 
to be maintained. American citizens, with a few exceptions, were 
forbidden to travel on vessels of belligerent powers in European 
waters. The loans and credits stipulations were invoked, as well as 
the mandatory restrictions on American merchantmen. 

THREE SCHOOLS OF THOUGHT 

While the NeutraUty Act was being hammered out between 1935 
and 1937, three currents of opinion had been prominently repre- 
sented. Perhaps strongest of all was the bloc desiring complete con- 
trol of sales of any character to belligerents, to insulate America 
against economic involvement. Another group took the position that 
while arms sales and loans to belligerents might be embargoed, the 
United States should in all other respects maintain its time-honored 
rights and the principle of the freedom of the seas, with true impar- 
tiality. A third group, consisting of the Administration and its sup- 
porters, stressed the desirability of leaving a wide field of discretion 
to the Executive because, under shifting circumstances, a flexible 
policy was essential if America's best interests in foreign affairs were 
to be served. The Roosevelt Administration made no effort to con- 
ceal its conviction that these interests were bound up with the suc- 
cess of efforts to curb aggression abroad. Yet, fearing that the 
Executive's sympathies might draw the country into foreign conflict 
unless they were checked, the strong element of so-called "isolation- 
ists" in Congress strove to make the new law mandatory in form. 
Actually, considerable latitude for executive discretion remained. 

The Act of May i, 1937 was a compromise measure which gave 
none of these groups complete satisfaction. The "isolationists" se- 
cured an arms embargo, but nations at war were still permitted to 
acquire vital raw materials such as steel, petroleum, copper and cot- 
ton — staples far more important to them in the long run. By with- 
holding arms but furnishing the components from which they were 
manufactured, the United States was in fact throwing its weight on 
the side of the more heavily armed and highly industrialized pro- 
tagonist at its victim's expense. The provision for extending ordi- 
nary commercial credits to belligerents, moreover, seemed likely to 
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become a loophole for large-scale financial assistance, despite the 
prohibition against loans — as was the case in 1915. 

If the Act left much to be desired from the point of view of the 
economic isolationists, it was scarcely more palatable to the others. 
Those who wished to preserve American neutral rights unimpaired 
proclaimed the new arrangement a "scuttle and run" measure. We 
not only refused to assert our power for a just purpose, they de- 
clared; we were also veering away from true neutrality by attempt- 
ing to mold our pohcy to aid certain nations. The proponents of 
discretionary legislation, too, were displeased with the Act. It had 
been designed to meet a war situation in Europe; its first tests were 
to come in the Spanish civil war and the Far East. 

In the Spanish conflict, the Executive sponsored Congressional ac- 
tion for a special arms embargo applicable to both sides in civil strife, 
later incorporated, in general terms, in the 1937 version of the neu- 
trahty law. The United States thus aligned its policy with that of 
the Spanish Non-intervention Committee. When violations of the 
non-intervention agreement became notorious, Washington discov- 
ered that it had played into the hands of General Franco's fascist 
backers and was bound to its course by legislation. In the Sino- 
Japanese war, the Administration apparently decided that appUca- 
tion of the Act would injure the Chinese government more than 
Japan, and therefore ignored the existence of a de facto state of war. 

Possible Alternatives 

Expiration of the temporary "cash and carry" section of the neu- 
trality law revived the whole controversy on neutrality during a 
critical period in world diplomacy, and touched off a debate which 
had not yet ended when Poland was invaded. By July 1939 Congress 
and the Executive had reached a position of stalemate. Clear-cut 
solutions of the problem were possible, but not without a change in 
the balance of forces in Washington. A forthright Congress might 
have proceeded to take adequate action — perhaps by completely re- 
pealing the 1937 law. That course would restore the validity of the 
classical rights and duties of neutrals under international law, as far 
as the United States is concerned. Disregard of our maritime rights 
might then, of course, drag us into war once more. But it would 
not necessarily do so. The Executive, free to use the full weight of 
American power in bargaining with belligerents for equitable treat- 
ment of American commerce, might succeed in restraining infringe- 
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ment of American neutral rights. Such a policy would be consistent 
with American tradition and might, if wisely administered, con- 
ceivably succeed in keeping us out of war. 

If, as the evidence indicates, Congress doubted the ability of the 
President to hold aloof in this manner, it might have proceeded to 
plug the gaps in the Act of 1937 regardless of the effects on the out- 
side world. While a complete embargo on the shipment of war ma- 
terials to belligerents would doubdess be impossible, Congress might 
have prevented a war export boom by prescribing quotas limiting 
shipments to the states involved to the quantities normally exported 
in time of peace. Such quotas would necessitate export licenses and 
possibly price-fixing. They would be supplemented by stringent 
loans and credits provisions. 

As a concomitant of this program the United States would have 
to store its own reserve stocks of war materials in which it is na- 
turally deficient — something now being done on a rather small scale, 
and at relatively slight cost. It would also have to exercise strict con- 
trol over the movements of its vessels through war zones. Obviously 
all these measures involve an approach to economic nationalism, 
with all the attendant regimentation. But the economic and political 
strait) acket into which the country would have to be fitted would be 
relatively pliant compared to the discipline and costs of a great war. 

As a third possibility Congress might have signified its assent to 
the Executive's point of view by supporting the Administration's 
proposed revision of the statute (the Bloom bill). The executive 
neutrality policy, in midsummer 1939, called for elimination of the 
arms embargo. It would have prohibited American ships from enter- 
ing combat areas and restricted travel by Americans there; required 
transfer of title before goods were shipped to belligerents; condnued 
existing legislation regarding loans and credits and the licensing of 
arms shipments; and regulated the collection of funds in this coun- 
try for belligerents. Had this proposal been enacted, it would have 
permitted the United States to supply belligerents in control of the 
seas with armaments as well as raw materials, as long as they could 
find dollars with which to pay for them — for two or three years in 
any case. The Administration, in other words, could have thrown 
its economic weight even more fully behind the European status 
quo powers as a deterrent to Hitler. It could then be depended on 
to supply Britain and France with airplanes as well as foodstuffs, 
fibers and metals. Awkward consequences arising from Japan's con- 
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trol of Pacific sea routes might have been avoided by special legis- 
lation to penalize the Japanese. And a flexible set of regulations 
could have been utilized to prevent "incidents" involving American 
Hves and property. 

Wartime Revision 

None of these proposals secured sufficient support, and Congress 
adjourned on August 5, 1939 without taking final action on revision 
of the law. Addressing a special session of Congress called after the 
outbreak of war the President, on September 21, pleaded for action 
along the lines which the Administration had espoused two months 
earlier. He regretted, he said, that the "so-called" Neutrality Act had 
ever been passed, inasmuch as it hampered naval powers in war by 
denial of their traditional right to purchase anything anywhere. 
More than this, it was clearly inconsistent to sell belligerents all other 
supplies — ^including uncompleted implements of war — and at the 
same time to halt the shipment of munitions. That policy, he said, 
deprived Americans of employment and valuable experience for our 
own national defense. To protect the United States against involve- 
ment, the President recommended that American vessels be barred 
from danger zones; that American citizens be prevented from 
traveling on belligerent vessels or in danger areas; that foreigners 
take title to their purchases in this country; and that the extension 
of war credits to belligerents be prohibited. 

Even before this declaration was made, opponents of the Adminis- 
tration's poHcy had begun a vociferous campaign for retention of 
the arms embargo. From the "isolationist" point of view repeal was 
obviously designed to aid one belligerent at the expense of the other. 
It was clearly unneutral once war had started, and it constituted 
nothing less than intervention in the conflict. The United States 
could not be half in the war and half out; the end result of arms 
shipments was likely to be disastrous. But, to be consistent, those 
adhering to this view should have fought the other tentative changes 
in the law as likewise unneutral, instead of approving them. 

Anticipating strong opposition, Administration supporters agreed 
in their draft revision of the law to a quid pro quo in the shape of 
the most drastic renunciation of maritime rights and Executive dis- 
cretion yet seriously proposed. In the version published on Septem- 
ber 26, 1939 they not only provided that Congress as well as the 
President could invoke the law— a procedure of doubtful constitu- 
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tionality — but prescribed in greater detail than hitherto a stringent 
"cash and carry" program. This bill, the Administration could now 
argue, marked a return to the traditional neutral practice of selling 
all commodities to all belligerents who could buy them. Coupled 
with "cash and carry," it offered greater safeguards to the country 
than the existing status under which American vessels were free 
to carry everything but munitions through any danger area. 

Candor compels the admission that, realistically speaking, repeal 
of the arms embargo does constitute a form of limited intervention. 
As long as control of access to the American market in war remains 
in British hands, any substantial change in our neutrality statutes 
must redound to the benefit of one belligerent or the other. Impar- 
tiality is possible in the abstract realm of law; it cannot be attained 
in the world of fact, nor are neutrals obliged to strive for it on that 
plane. Every change in the neutrality law since 1935 has been made 
as much with an eye to its effect on potential belligerents as for its 
bearing on the United States. 

The basic issue, then, is whether intervention on this scale is jus- 
tified by its probable results in terms of American interest. If there 
are risks, they are not the risks of automatic involvement in a great 
war boom or of inevitable participation of American armies on the 
battlefields of Europe. As long as vital raw materials may be sold 
to belligerents — something few "isolationists" opposed in September 
1939— the risk of a boom will remain, whatever the restrictions on 
shipments of finished armaments. The ultimate material and moral 
consequences of removal of the arms embargo are incalculable. The 
immediate effect would be to permit completion of deliveries to 
Britain and France of aircraft ordered early in 1939. There are re- 
ports that approximately 1,400 machines have been ordered and that 
only half of these had left the country by September 5, 1939. Repeal 
would doubtless be followed by new and larger orders, but this de- 
velopment would of itself scarcely suffice to lead the United States 
into the conflict. 

Ultimately, of course, large-scale munitions manufacture for Al- 
lied account would arouse bitter resentment in Germany. It is diffi- 
cult to believe, however, that the Reich would choose to provoke 
the United States to extremes. The real danger entailed in removal 
of the embargo is that under the stress of war passions other safe- 
guards — the ban on loans to belligerents, for example — may be re- 
moved; and that by a series of steps the United States may range 
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itself completely on the Allied side. To many who view the struggle 
in Europe as merely another imperialist conflict, such a course ap- 
pears completely unwarranted. Rather than jeopardize its social sta- 
bility by transient prosperity and probable embroilment, they argue, 
America should strive to remain a peaceful center of democracy and 
Western civilization. 

If there are dangers in repeal, however, there are also dangers in 
inaction. The United States, indisputably a world power, has not 
been able successfully to divorce itself from the planetary balance 
of forces. The American interest in an Anglo-French victory is two- 
fold. It is defensive: victory for Germany and removal of the pro- 
tective shield of the British ileet will in effect narrow the ocean bar- 
rier separating the dynamic European powers from the American 
hemisphere. It is ideological : defeat of the democracies may provide 
the final impetus for the success of totalitarian philosophies. To 
what extent these events would afJect our internal or external secur- 
ity cannot now be ascertained. By those who fear them most, how- 
ever, the provision of appropriate moral and material support for the 
democracies is regarded as a wise form of national insurance. 

V. AMERICAN ECONOMY AND THE WAR 

While certain features of the American political and legal outlook 
concerning the war today are strikingly reminiscent of 1914-1917, 
important changes have occurred in economic and financial affairs. 
True, the United States remains now, as it was then, a vast potential 
storehouse of materials of all sorts for those nations which control 
the seas. Yet, both relatively and absolutely, in volume and in value, 
American exports of agricultural products and crude materials have 
diminished since the years immediately preceding 1914. Industrial 
productivity and foreign sales of manufactured goods, on the other 
hand, have increased enormously. The international financial posi- 
tion of the United States has been completely altered. Since the first 
world war, and largely as a result of it, America has come of age 
in the economic sense. In 1939 it faces the prospect of war with a 
full-grown and well-rounded economy, whose basic problem is to 
secure profitable outlets for an apparent productive overcapacity. 

This change was dictated by the very nature of the United States' 
natural and technological resources, but the first world war and its 
aftermath greatly accelerated the process. Since the beginning of its 
national existence the United States had borrowed funds abroad. 
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Through three-quarters of the nineteenth century foreign loans were 
utihzed to import manufactured products and to help pay for the 
country's material expansion. Gradually the growth of American 
productive capacity and exports was reflected in its financial balance 
sheet. Although, until 1914, the country continued to borrow greater 
sums from foreigners than it repaid, it also began to invest large 
amounts of American capital outside American borders. In the few 
years just preceding 1914 the net liabilities of Americans to foreign- 
ers on capital account began sUghtly to decline. Between 1897 and 
1908 they had risen from $2,710 to $3,875 million; by 1914 they were 
reduced to $3,686 million. America was becoming a mature debtor 
nation, and was beginning to pull itself out of debt. What was in 
prospect, however, was a long, slow evolution, not an abrupt shift. 

Nor did the early wartime developments presage the eventual, 
spectacular outcome. As was previously noted, surprise and shock 
were the initial reaction of the American business community. The 
depression actually deepened during the latter half of 1914. Only in 
1915, when the stream of British and French purchasing orders be- 
gan to arrive in this country, did the upturn in business activity 
begin. Once under way it was rapid, with foreign trade and com- 
modity prices following afterward. 

The sequel, a roaring prosperity, is well remembered by many 
Americans. In the words of one student: "During the course of the 
World War, America did, in fact, temporarily become the principal 
workshop and financial center of the world, as well as its granary."* 
In the five and a half years ending December 1919 American exports 
exceeded imports by the colossal sum of 16.7 billion dollars. This 
balance was far more than sufficient to wipe out the net liabilities of 
Americans to foreigners which had existed in 1914. By 1920 Amer- 
icans had converted their claims on foreigners into net privately held 
assets of almost $3,000,000,000 and war debts to the United States gov- 
ernment aggregating $9,591,000,000. Foreign lending and investment 
continued on a grand scale until 1929, when our total net financial 
claims, public and private, against the outside world reached a figure 
of almost 20 biUion dollars. 

"America Must Choose" 

America's experience in the post-war era has been aptly summed 
up by Secretary of Agriculture Henry A. Wallace in "America Must 

•Cleona Lewis, America's Stake in International Investments (Washington, Brookings, 
1938), p. 446. 
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Choose," a World Affairs Pamphlet published five years ago. The 
last major impetus to American development, he declared, had been 
provided by the World War. To feed a Europe in arms we had 
added 40 million acres to our own tilled domain. The momentum 
of the war situation, which made the United States for a time the 
world's largest exporter and creditor nation, carried this country over 
until the collapse of 1929. 

Then the dance of the millions in international trade and finance 
ended abruptly. We realized that, largely by making foreign loans 
which will never be repaid in their entirety, we had deceived our- 
selves into thinking that we were getting or were going to get some 
tangible return for the surpluses we had shipped abroad. By raising 
our tariffs at the behest of American producers in 1921, 1922 and 
1930, we had throttled imports and consequendy blocked the most 
important means by which foreigners might repay us for our loans 
and sales abroad. 

With the crash of 1929, our illusions vanished. The time for hard 
thinking arrived. It was impossible for the United States to continue 
drifting, buoyed up by the hope that we could sell abroad indefinite- 
ly without taking payment in goods. The world-wide oversupply of 
agricultural products and raw materials, and the resulting decline 
in prices, augured ill for the disposal of America's exportable surplus 
of cotton, wheat, corn-hog products, tobacco and other farm staples. 
Until world markets had been restored, it seemed essential to with- 
draw millions of acres of agricultural land from cultivation. 

This fundamental readjustment involved some measure of con- 
scious control over the nation's economic destiny. Secretary Wallace 
believed the United States was faced by the necessity for a momen- 
tous choice between three alternatives — internationalism, national- 
ism, and a planned middle course. 

Real internationalism, based on an exchange of goods for goods 
and not for worthless paper promises which might later have to be 
collected by force, would be relatively beneficial for this country's 
agriculture. It might permit the United States to dispose of its sur- 
pluses abroad. But it would also require a drastic reduction of our high 
tariffs and a reorganization of industry to mitigate the competitive 
strain of cheaper imports. Ultimately, if this course were to prove 
effective, we should have to receive from abroad an additional billion 
dollars' worth of goods each year, mostly manufactured products. 

The second alternative — economic nationalism — would throw most 
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of the burden of readjustment on the American farmer. The pol- 
icy of withdrawal from world markets would mean the permanent 
retirement of over 50 million acres of fairly good farmland which 
normally produces for the foreign market. More important than this, 
a policy of nationalism would be inseparable from the most rigorous 
regimentation, first of the farmer and then of the rest of the popula- 
tion. There would have to be compulsory control of production, 
marketing and surpluses. Farmers who formerly produced our ex- 
ported agricultural crops would have to be shifted to new occupa- 
tions. The requisite social and economic readjustments could be car- 
ried out only in the way in which a nation is mobilized for war : by 
relentless, army-like, nationalist discipline and pressure for intellec- 
tual and physical conformity. In short, we would have taken a long 
step toward the suppression of those liberties which are usually asso- 
ciated with the democratic system. 

Although Secretary Wallace leaned to the internationalist rather 
than the nationalist solution, he proposed a planned middle course 
under which "we would lower tariffs enough to bring in another 
half-billion dollars' worth of goods annually, and permanently re- 
tract of our good agricultural land some 25 million acres." Under 
his program foreign trade would continue, stimulated not by foreign 
loans but by an exchange of goods for goods. Improved purchasing 
power created by the New Deal and revived demand for American 
farm products abroad would take up the slack. American producers 
and consumers would, of course, need to be educated to support the 
drive for lower tariffs. Yet the process would be mild compared to 
the iron discipline of a purely nationalist program. And the middle 
course would gradually lead toward the ideal of cooperation both 
within and among nations — a vital necessity in the interdependent 
world of today. 

It may be useful to examine some of the principal aspects of Amer- 
ica's international economic policy during the past five years against 
the background of Secretary Wallace's analysis. For, obviously, if 
economic ties are important in bringing us into war, the extent to 
which the United States has approached the poles of economic na- 
tionalism or internationahsm will have a direct bearing on the possi- 
bility of our involvement. In the pages which follow, the emergency 
measures which characterized the first months of the New Deal 
have been generally disregarded. They were nationalist in effect, but 
were adopted for a brief period of crisis and not designed as perma- 
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nent policies. More important at the moment are the Hull trade 
agreements program, the Roosevelt Administration's agricultural 
policy, and the recent developments in the international financial 
position of the United States. 

The Hull Trade Program 

On June 12, 1934— about the time "America Must Choose" was 
published — President Roosevelt approved the Reciprocal Trade 
Agreements Act. Shortly after, negotiations were begun with foreign 
countries for the mutual reduction of barriers impeding the flow 
of international trade. It was expected that the new procedure, if 
successful, would materially assist in securing foreign markets for 
American surpluses. In contrast to the enthusiasts for government 
planning. Secretary of State Cordell Hull consistently stressed the 
"desirability of freely flowing trade motivated by economic rather 
than political considerations. Under the Hull system, individual free- 
dom and initiative are accorded a large importance, although subject 
to a measure of government control. Advocates of the trade program 
asserted that lower-priced imports might raise domesdc living stand- 
ards, check rampant monopoly, and moderate inflationary trends.* 

Living as they do in a nation conditioned to tariff protection and 
a degree of government regulation, trade agreements officials could 
scarcely pursue the logic of free trade and free enterprise in a free 
capitaUstic system to its theoretical extreme. They repeatedly dis- 
claimed any desire to return to nineteenth century laissez-faire prin- 
ciples. In practice, limited tariff reduction by executive action may 
co-exist with a degree of planned control of all types of production 
affected by imports or exports. Under normal circumstances such a 
process, persistently carried forward, should re-open foreign markets 
for American goods, as well as import channels through which 
the United States might eventually realize on its immense foreign 
investments. By fostering liberal, non-discriminatory trade practices, 
it should minimize commercial disputes and improve living stand- 
ards sufficiently to brighten the long-run prospects for peace. In so 
far as the trade agreements program accomplishes these ends, it 
coincides perfectly with Secretary WaUace's planned middle course. 

Half a decade has now elapsed since the negotiation of reciprocal 
trade agreements was started. Making due allowance for the slow, 

*For details, cf. Raymond Leslie Buell, "The Hull Trade Program and the American 
System," World Affairs Pamphlets, No. 2 (revised), March 1939. 
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uphill procedure which had to be followed, the time has arrived for 
at least a preliminary evaluation of its eflScacy. At the close of 1938,. 
American duties had been reduced on some 1,080 items, not includ- 
ing the special preferential concessions contained in the agreement 
with Cuba. Of the 1,080 cuts, 460 ranged from 40 per cent to the 
maximum of 50 per cent permitted by the law. On 83 other products 
guarantees have been given against tariff increases. Nevertheless,, 
over 60 per cent of the imports dutiable under the American tariff 
have not yet been affected by the program, although the practice: 
of moderating customs barriers tends to deter the future expansion 
of inefficient or highly protected industries. 

The freeing of clogged channels of economic intercourse is not 
confined to imports. Exports, too, are being stimulated. In all, 21 
pacts have been completed and are now in effect with 19 nations. 
Together these nations account for about 60 per cent of our totaE 
foreign trade. For the two years 1937-1938 the value of American- 
exports to 17 trade-agreement countries increased by 61.2 per cent 
over the 1934-1935 value, while total exports to non-agreement coun- 
tries rose by only 37.9 per cent. In many cases foreign tariff reduc- 
tions on individual commodities have been followed by sharp rises 
in American shipments abroad. As a result of the program, Amer- 
ica's relative export position has been notably improved in the agree- 
ment countries. Netherlands imports from the United States, for 
example, were 71 per cent higher in 1937 than in 1935, while the- 
total increase in Netherlands imports from all countries was only 
35 per cent. In ten instances out of eleven where data are available: 
the United States registered gains of the same type. 

A study of United States foreign trade statistics would undoubt- 
edly yield many more illustrations of similar character. Yet the re- 
covery of American commerce from depression depths cannot be 
ascribed to trade agreements alone. Officials have always been care- 
ful to state that precise measurement of the influence of the program 
on American exports and imports is impossible. Where so many 
disparate factors are involved, no single one can be isolated. For 
three years after the program swung into action, it was facilitated 
by a period of rising business activity and buoyant foreign trade. 
The revivifying effect of tariff reductions is thus inextricably blended 
with other manifestations of general business recovery. One element 
in that recovery, particularly since 1936, is the world-wide arm- 
aments boom, which has created an expanding demand for American 
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Taw materials and manufactures. Many other factors have far more 
influence than the trade program on trends of the American mer- 
chandise trade balance — factors such as abundant or drought-ridden 
crops; price-fixing or subsidy policies; a higher level of domestic 
economic activity giving rise to larger imports of essential raw ma- 
terials; and fluctuating currencies and trade policies abroad. 

Alongside these forces, the Hull program appears as a device 
of minor or, at most, contributory importance. The extent to which 
it is overshadowed is plainly revealed by an examination of Amer- 
ican import statistics. If all other factors were equal and the astute- 
ness of the negotiators on both sides were substantially the same, it 
might be expected that both exports and imports would increase in 
approximately the same proportion. If American officials could take 
into account this country's creditor position abroad, they would 
strive for an even higher ratio of American imports. In point of fact, 
exactly the opposite has occurred. While exports to trade agreement 
■countries have risen relative to other exports, imports from these 
countries have lagged. In the two years 1937-1938, imports from 17 
trade agreement countries increased by only 35.2 per cent compared 
with 1934-1935, while the corresponding increase for all other coun- 
tries was 37 per cent — almost 2 per cent more. 

Paradoxical as it may seem, then, the success of the trade agree- 
ment program in one respect may emphasize its failure in another. 
In response to political and economic pressures at home, the State 
Department has driven a hard bargain with the nations with which 
it has negotiated. When attacked by some special interest, it has 
convincingly proved that no substantial injury has been done to any 
efficient domestic industry. Many of the duty reductions, although 
deflating the indefensible Hawley-Smoot tariff rates, have retained 
a high level of protection. By securing sizeable export concessions 
without admitting a flood of imports, the State Department has 
scored a resounding triumph — from the tactical point of view. 

But that is exactly the difficulty. Unless the Hull trade program 
increases imports so drastically as to cause perceptible dislocation in 
the American economy as a whole, its triumph may carry within it 
the seeds of defeat. The program has not of itself solved the chief 
problem of the twenties: how to stimulate imports in order to dis- 
pose of American surpluses, particularly farm products, abroad. Nor 
has there been sufficient opportunity for observing its ultimate con- 
tribution to world appeasement through increased international 
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trade and higher living standards. Because of its slow progress, the 
program does not seem to have caused any very marked alterations 
in the country's economic structure. Its effect on America's wartime 
trade relations is therefore likely to be small. The disciplined na- 
tionalism of countries at war leaves little scope for free commercial 
relations with an economic rather than a military purpose. Trade 
agreements may yet be concluded, of course, with neutral states. 
The announcement on August 23, 1939 that negotiations with Ar- 
gentina would be undertaken, and a similar public notice regarding 
Chile, on October 2, suggest that the trade agreements mechanism 
may be utiHzed to stimulate our trade with the American republics, 
now partially cut off from European sources of supply. Beyond this 
limited function, the system, which requires renewed Congressional 
authorization in June 1940, can do htde but mark time. 

AcRictn-TURAL Adjustment and World War 

For fifteen years, through boom, crash and sluggish recovery, the 
farm belt has been America's depressed area. During that entire 
period the farmer has been inexorably squeezed by constrictive eco- 
nomic forces. His foreign markets have been slowly but steadily 
decreasing in importance. As the era of rapidly increasing population 
came to an end in the deficit agricultural states of Europe, those states 
strained every nerve to produce all their own foodstuffs, as far as pos- 
sible. Our own high tariff policies, by shutting out imports, prevented 
foreigners from acquiring the dollar exchange necessary for the pur- 
chase of American farm commodities, and thus hastened their trend 
toward self-sufficiency. With prices sagging because of bountiful har- 
vests made possible by agricultural science, the farmer has been un- 
able to purchase the more rigidly priced products of well-organized 
and tariff-protected industries. Great corporations could adjust their 
production to the market; the farmer, acting individually, could not. 
The only effective solution seemed to be government intervention,, 
which began on a large scale under the Hoover Administration and 
has subsequently been intensified. 

The farm program has been sharply criticized because of its in- 
creasing cost to the government, its introduction of stringent bureau- 
cratic controls, and its tendency to prevent normal economic ad- 
justments through the mechanism of price fluctuations. It has been 
stoutly defended, as a democratic endeavor to restore the pre-1914 
balance between the agricultural and industrial sectors of our econ- 



33 



omy, for social as well as economic reasons. Wherever the truth may 
lie, the consequence of government control has been an undeniable 
shift toward the organization of American agriculture on a national- 
ist economic basis. 

In particular, the existing crop-loan system encourages farmers to 
intensify production and transfer ever-larger surpluses into the hands 
of the government — which holds them at increasing loss to itself. By 
pegging prices at arbitrary levels the loan prevents a normal flow 
of commodities into the world market. Because of the cotton loan, 
for example, over 11,000,000 bales of the staple— virtually an entire 
year's crop — ^are stored in warehouses. Simultaneously, cotton ex- 
ports, which dropped from an annual average of 7,800,000 bales in 
the ten years 1926-1935 to an average of 5,925,000 between 1934 and 
1937, were at the lowest point since 1882 in the 1939 crop year, 40 per 
■cent below normal. True, the A.A.A. was not solely responsible for 
this development. But high fixed prices could not fail to stimulate 
foreign cotton production as well as the use of substitute rayon 
fibers. In the case of wheat, too, the government is saddled with 
bumper crops on which it bears the losses. Rigid price structures 
preclude natural market adjustments, necessary if the position of 
agriculture at home and in the world market is to remain sound. 

Overhanging surpluses of cotton and wheat, moreover, have 
forced the government to adopt policies it has long denounced as 
unwholesome. After strenuously resisting pressure for export sub- 
sidies, the Administration has finally capitulated to immediate neces- 
sities. In the year ended June 30, 1939 the United States government 
subsidized the export of 93,754,000 bushels of wheat, at a cost of 27.4 
•cents a bushel — and shortly afterward wheat was quoted in Liver- 
pool at the lowest price since 1592. On July 27, 1939 the govern- 
ment began to subsidize the export of cotton at the rate of 1.5 cents 
a pound. It has also concluded a government barter deal with the 
United Kingdom, under which 600,000 bales of subsidized cotton are 
to be exchanged for about 80,000 tons of crude rubber. 

The bounty payments are defended as methods of recovering our 
fair share in world markets — ^fixed at 100,000,000 bushels of wheat 
and 6,000,000 bales of cotton annually — although the method of 
basing our future equitable share on our performance in the past 
takes no account of changed conditions in international trade. The 
Administration emphasizes, too, that it will collaborate in interna- 
tional commodity agreements designed to assure fair repartition of 
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world import requirements and to stabilize world commodity trade 
channels. Whatever the equities involved (other principal surplus- 
producers have been subsidizing wheat, but not cotton), it is note- 
worthy that the United States, at the very moment it subsidized ex- 
ports, condemned totalitarian states for following the same procedure. 
Under ordinary circumstances American dumping might provoke 
quick retaliation abroad. Other producers might follow the same 
course, driving down world prices and necessitating an enhanced 
bounty. American soil fertility might be depleted by production for 
export at the expense of the American taxpayer and consumer. In 
short, the country might engage in the very international commer- 
cial warfare which the Hull trade program was intended to combat. 

On the outbreak of war these considerations receded into the back- 
ground. Most farm prices moved sharply upward in the first few 
days of the conflict and then remained fairly stable at higher levels. 
The problem of disposing of the vast American surpluses was pro- 
portionately eased. But the conditions of 1914 and 1915, when record 
American wheat crops coincided with bad harvests overseas, seemed 
unlikely to recur, at least in the immediate future. World wheat re- 
serves were at the inordinately high level of 1.2 billion bushels, and 
the Canadian and Argentine export surplus alone, for 1939, was ex- 
pected to exceed the normal import requirements of other countries. 
For this commodity and many others, war would not mean a run- 
away boom. American farmers, moreover, were taught by their ex- 
perience after the World War that overexpansion to meet abnormal 
needs is likely to be extremely costly in the long run. If the Euro- 
pean war continues, they will undoubtedly feel the temptation to dis- 
card all measures of agricultural control and seek immediate profits 
from exports to nations at war. Their own welfare and that of the 
country may depend on how far they can exercise self-restraint. 

America's Financial Position 

In a simplified analysis of our position in the world Secretary 
Wallace, Uke the great majority of American economists, pointed 
out that during and after the war the United States shifted with 
extraordinary rapidity from a debtor to a creditor position on inter- 
national account. Through 1930 the United States continued to 
pump out large supplies of long-term capital to foreign nations. The 
dollar exchange thus placed in the hands of foreigners supported 
the continuous excess of American merchandise exports over im- 
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ports. But after 1930 our foreign loans ceased, and the problem of 
how foreigners were to acquire the dollars with which to make re- 
payments became acute. Ordinarily, by nineteenth century standards, 
they would have done so by increasing their exports to this country. 
But American tariffs made this procedure extremely difficult, and 
tended to force our debtors into partial or complete default. 

On January 31, 1938 nineteen nations owed the United States gov- 
ernment almost $16,000,000,000 in principal and interest on indebted- 
ness contracted during and shordy after the World War, virtually 
all of which was in default. In any realisdc survey of the economic 
position of the United States, these debts should be written off as 
lost. The value of foreign bonds sold to private investors in this 
country since 1914 has also decreased rapidly as the bonds were re- 
deemed, defaulted, or repurchased by foreigners at bargain prices. 
Over $11 billion worth of foreign dollar bonds have been sold here 
since 1914, but by the end of 1938 the par value of American hold- 
ings had been reduced to $3,598 billion and the market value to 
$3,465 billion. By the end of 1937 total United States long-term in- 
vestments of all types (not including war debts) had dropped 27 
per cent from their 1930 peak of $15,170 billion. On the principle 
"once bitten, twice shy," the outward flow of American capital had 
largely ceased. 

Yet this country still retained an enormous stake in other lands. 
At the end of 1938 its long-term foreign investments totaled $11,070 
billion, while American short-term balances held abroad were esti- 
mated at $689 million. These assets, too, might be jettisoned if 
Americans continued to refuse additional imports, and no other 
methods were found by which foreigners might make repayment. 
Through a series of expedients such a contingency has so far been 
partially avoided. In every year since the beginning of 1931 there has 
been a net inward surge of long-term capital into the United States. 
For the five-year period 1934-1938 the total reported inward move- 
ment of capital was $4.2 billion — twice the surplus of American mer- 
chandise exports during the same period. More than a third of this 
inflow represented the liquidation of American assets abroad; some- 
what less than a third was composed of foreign purchases of Amer- 
ican securities, principally common stocks; and a roughly equivalent 
amount is accounted for by movements of short-term balances 
brought here for speculation or safety. 

The effect of this sudden capital movement, motivated by the de- 
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sire for profit and security, has been sharply to constrict the net 
creditor position of the United States on international account. By 
the end of 1938, it is estimated, foreign investments in the United 
States had risen to $5,690 billion at long-term and $2,193 billion at 
short-term — a total of $7,883 billion. As a result, the excess of Amer- 
ican foreign investments abroad has shrunk to the relatively low 
figure of $3,876 biUion. Correlatively, the net interest and dividend 
payments received by Americans as income on foreign investment 
sank from $616 million in 1930 to $333 miUion in 1938. The United 
States, then, is still a creditor nation, despite the rapid increase in 
American debts to foreigners; but the payments due to other coun- 
tries as a result of these debts go far to offset the dollar payments 
owed the United States. The problem of transferring the balances 
due the United States remains, but it is a much smaller problem 
than in the past. 

At this point one may be tempted to ask how foreigners who for- 
merly complained that they could not secure the foreign exchange 
to pay their war debts or buy more American goods can none the 
less obtain the dollars needed to purchase American stocks and 
bonds, buy back their own depreciated securities, and pile up dollar 
balances in American banks. The answer lies in the flood of gold 
which has poured into this country since the beginning of 1934. In 
the five years 1934-1938 about $7 billion in gold was shipped to this 
country. With each new European crisis, additional stocks were im- 
ported. By mid-October 1939 the American hoard of monetary 
gold had risen to almost $17 bilUon — more than 65 per cent of 
the world's supply. Selling the gold for dollars, foreigners were able 
not only to pay for American merchandise but also to invest large 
sums here. Thus the wave of currency depreciation, which raised 
the price of gold and encouraged an enormous expansion in foreign 
gold mining, has provided the basis for new developments in the 
American balance of payments. 

Assuming that the United States does not alter its present gold 
policy, what assets may Britain and France mobiUze to finance their 
war purchases in this country? They can hardly be expected to in- 
crease their exports or their shipping, tourist and other services to us. 
But they may utilize their own gold reserves, of which the Bank of 
England held $1,162 billion and the Bank of France $2,574 billion in 
July 1939. The stabilization funds of the two countries, whose opera- 
tions are shrouded in secrecy, also contain large if fluctuating 
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amounts of the metal: the British, $1,732 biUion in March 1939; the 
French, $449 miUion in April 1939. By maintaining gold production, 
which netted roughly $700 miUion in British and French overseas 
territories in 1938, the two states might in two years add perhaps 
$1.4 billion to the world's stock of monetary gold. In two years of 
war, therefore, they should command over $7 billion from this 
source alone. It may be noted that in 1913 the gold reserves of all 
foreign central banks were less than $3 biUion. 

Estimates of foreign investments and short-term funds in this 
country — other resources on which the belligerents would draw — 
are subject to a certain margin of error. In 1914 British investments 
in the United States were calculated at $4,250 billion and French 
investments at $410 million more. The total was swelled by perhaps 
30 to 40 per cent of the $450 million in short-term funds deposited 
in this country. By the end of 1919 the British investment had been 
reduced to $1,595 billion, the French to $130 million — and in addition, 
of course, both had incurred enormous debts in this country. Today 
British long- and short-term assets in the United States are estimated 
at about $2,175 billion. The figure for France is believed to be be- 
tween $500 and $600 million. Canadian investments, including cash 
balances, total about $1,400 billion. Thus the aggregate capital funds 
available amount to possibly $4 to $4.5 billion. While most of their 
assets would have to be liquidated slowly and carefully to reaHze the 
greatest return, the Allies might market their Latin American and 
other foreign securities here to supplement their own. Steps have al- 
ready been taken in the countries at war to mobilize all these claims 
against foreigners. With informal cooperation from government of- 
ficials and the exchanges, the marketing operations should proceed 
far more smoothly than in 1914. 

At that time, when the United States was a debtor nation, the 
AUies' financing problem was somewhat eased by the flow of pay- 
ments to meet American obligations to their nationals. Today the 
situation is reversed. Against a total of, let us say, $11 billion avail- 
able for possible use in the American market, perhaps $2 billion 
would have to be subtracted to meet the obligations of the British 
and French to Americans. Nevertheless, the resources of the Entente 
which might be utiUzed in this country exceed those of 1914. How 
long they will last depends among other circumstances on the cost 
and volume of exports of modern equipment and vital raw ma- 
terials, and the extent to which non-essential imports may be re- 
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duced by the belligerents. One authority is of the opinion that the 
Allied powers "would appear to have resources now available 
which, with care, should carry them through at least two years of 
hostihties."* What would happen subsequently would depend on 
the fate of the embargo on loans and the prohibition against renewal 
of short-term credit. This, in turn, would be influenced by the for- 
tunes of war and the extent to which the United States felt it was 
necessary to assist the Anglo-French cause. 

The Ties that Bind 

The immediate reaction to the outbreak of war, in the United 
States, has been markedly different from the events of 1914. There 
has been no financial emergency, no frenzied liquidation. The prob- 
ability of conflict had long since been discounted; the effects of the 
last war were known, and preparations were made for another. In 
some branches of production, in fact, a minor war boom had al- 
ready been under way for many months. The advent of war gave 
a fillip to American business considered as a whole, further inten- 
sifying an evident improvement in economic conditions. 

The ultimate effects of a long war cannot be accurately predicted. 
The economic ties that bind us to the outside world exist today 
as they did in 1914. They may even have been strengthened by the 
encouragement of foreign commerce through the Hull trade pro- 
gram, and of international financial intercourse through such in- 
strumentahties as the tripartite monetary pact between the United 
States, Great Britain and France. The growing practice of pubHc 
support for the weaker sectors of our economy — agriculture and 
shipping, for example— indicates that the country is far better pre- 
pared to deal with dislocations arising from severed trade relations 
than it was in 1914. Yet the country's distaste for large-scale 
government subsidies and the existence of miUions of unemployed, 
together with much unutilized industrial capacity, suggest that 
war trade may be permitted to take up the slack in American 
economic life. Thus it is reasonable to assume that we may rapidly 
become more and more interested, economically at least, in the 
conduct and the outcome of the conflict. 

Even in case of an AlUed victory, however, it is generally recog- 
nized that momentous social and economic consequences must fol- 

*Winthrop W. Case, "Economic Problems of U.S. Neutrality in Wartime," Foreign 
Policy Reports, April 15, 1939, p. 30. 
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low. In the field of finance alone, the real value and the proper dis- 
position of the immense additional gold supply likely to be drained 
into our vaults involve puzzling questions. No one can foretell how 
we might meet the problems of overexpanded industry and agricul- 
ture after the peace settlement or when the Allies' purchasing re- 
sources run short. As a result of the conflict, America's commercial 
and financial influence is likely to grow in many parts of the world. 
For that very reason the country can hardly remain immune from 
the economic and social changes which are in prospect. 

VI. OUR METHODS OF DEFENSE 

Should our neutrality legislation prove effective it would consti- 
tute a first line of defense against involvement in a foreign war. Its 
most outspoken supporters, however, would not claim that it is a 
very substantial barrier. There arc too many loopholes, too many 
unforeseen causes of dispute, for the United States ever to feel secure 
in a world at war. This country cannot be legislated out of conflict; 
it must also be protected by arms. 

In 1914, when the interdependence of the modern world was not 
so well understood, the United States, to all but a relatively few 
specialists, seemed safe enough from invasion. The military estab- 
lishment of the army totaled just over 100,000 men, of whom only 
87,000 were actually enrolled; the traditions of the citizen militia for 
national defense were still strong in American military affairs; and 
the unpreparedness of military leaders for a large-scale overseas war 
was evidenced by the difficulties of organization and transport three 
years later. The navy had been built up gradually in response to 
America's needs during the era of imperial expansion, but it ranked 
no higher than third among the fleets of the world. On the advent 
of war it was slowly growing, under a construction program adopted 
in 1903 which aimed at a navy equal to the second strongest afloat. 
The unsettling psychological eflect of hostilities in Europe soon be- 
came apparent. The movement for preparedness made remarkable 
headway and was eventually espoused by President Wilson himself. 
In 1916 a plan of military organization for an expansible standing 
army, the basis of our present system, was adopted in Congress; and 
a big-navy program calling for construction in three years of 10 
dreadnoughts, 6 battle cruisers and numerous smaller vessels was 
approved. After we entered the war both projects were temporarily 
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scrapped under the stress of emergency; but both provided the in- 
spiration for our post-war defense schemes. 

During the last decade an atmosphere of growing tension in in- 
ternational relations has pervaded America as well as Europe and 
the Far East. The post-war adage that heavy armaments are a cause 
of war has given way to an older adage: si vis pacem, para helium. 
Time and again, Americans have been told that their country must 
be strong if its rights are to be respected by others and its territories 
are to remain unmolested. They have been informed that our mil- 
itary unpreparedness in 1917 tempted Germany to provoke us into 
war. As the conflict approached, resistance to the strengthening of 
American armaments virtually collapsed. Alarmed by newspaper 
headlines on the European situation, the American pubUc has some- 
times yielded to hysteria. Since the dangers confronting it appeared 
illimitable, no premium seemed too high if it afforded insurance 
against catastrophe. Congress has willingly voted the price of full- 
blast armaments expansion, unprecedented in America's peace-time 
history. Preparedness expenditures increased with accelerating rapid- 
ity: $500,000,000 in 1934, $1,000,000,000 in 1939, and $1,700,000,000 
in 1940. Even before the outbreak of war in 1939, American rearm- 
ament far overshadowed the effort of 1916. Would the upshot be 
comparable to the denouement of 1917.'' 

This did not appear to be the intention of the American people. 
Its conception of preparedness was limited to "defensive" measures. 
But the term "defense" is elastic. In 1939, by Presidential pro- 
nouncement and common understanding, it included protection not 
only of American territory but of our "neighborhood" as well — ^in 
short, of the entire Western Hemisphere. After the Munich crisis 
Americans had suddenly become aware of the fact that the British 
fleet stood between them and the continental powers of Europe. 
They reaUzed that a Great Germany dominant on the European 
continent, with an air victory over Britain to its credit, could not 
fail to be a menace to the Americas. They feared for the fate of 
Canada, the Iceland-Greenland air bridge to the Americas, and the 
British, French and Dutch Caribbean colonies under such circum- 
stances. They foresaw the possibility of concerted attack by both 
Japan and a victorious Germany. 

In vain did "isolationists" stress the protection given to this hem- 
isphere by our broad oceanic frontiers. In vain did they protest that 
any nation completely triumphant in Europe would be so exhausted 
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by war that a generation would pass before it could attack the 
United States. America, panicky in its security, envisaged fascist 
forces in command of the Azores, Cape Verde and Canary Islands, 
or Bermuda, Trinidad and the British West Indies. Such points, it was 
believed, might be used as bases for the conquest of a South American 
state whence the Panama Canal could be captured or cut. Signifi- 
cant of the temper of most American observers were the recurrent 
suggestions that European territories in this hemisphere be handed 
over to the United States in settlement of the war debts. It was pro- 
posed that this country declare in advance of war that it would op- 
pose the transfer to any non-American power of European colonies 
in the Western Hemisphere, the islands in the Adantic and all 
islands in the Pacific east of Samoa. No great foreign nation, it was 
assumed, would want to secure such territory unless it had designs 
of some sort on the Americas. 

To meet this eventuality, the army is being enlarged and modern- 
ized in accordance with a new strategic concept — security for the 
nation through prevention of the establishment of foreign bases on 
the American continents. The process of preparation, already in 
full swing, has been accelerated since the outbreak of war. Pursuant 
to his proclamation of "limited national emergency" on September 
8, 1939, the President ordered that the Regular Army be increased to 
227,000 men, the National Guard to 235,000 and the Navy to 145,000. 
A War Department plan, announced on September 24, 1939, to or- 
ganize an active corps of five mobile divisions or 50,000 men 
furnishes evidence that American arms are rapidly approaching a 
condition of readiness for immediate use. 

The Army's strategic plans are designed to forestall incursions from 
overseas by the creation of forward bases of our own permitting 
the assumption of a "position in readiness" from which to repel 
the enemy. Just where, when or how these bases are to be set up is 
not publicly known, although establishment of a new Caribbean 
Department of the Army at Puerto Rico, and reinforcement of the 
Panama garrison furnish a clue. It would not be surprising if at least 
tentative arrangements had been made with several Latin American 
states for use of their facilities in case of need. Despite the fact that 
the limited range of military aircraft precludes mass air attack over 
broad oceans for the visible future, the Army Air Corps is to be 
more than doubled and brought to a strength of 5,500 planes by 1941. 
Yet the slight provision made for the long-range bombing types 
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needed to destroy foreign establishments in this hemisphere indicates 
that our military leadership may have other contingencies in mind. 

For any eventuality except direct invasion, military forces would 
be crucially dependent on an efficient navy. The Navy, at present 
engrossed in a lo-year building program, is organized for offensive 
action against enemy shipping and enemy fleets. Its strategical doc- 
trine is designed for sweeping an opponent's commerce from the 
seas and defeating its fleet far from American shores. Outposts for 
patrol and base facilities are being strengthened and increased in 
number for this very purpose. 

The Congressional setback suffered by the Navy in 1939, in its at- 
tempt to improve Guam for military uses, indicates how deep- 
seated is American opposition to anything savoring of overseas at- 
tack on another country. But the fundamental implications of our 
military organization for war are not restricted to any given terri- 
tory. It is a well-known military maxim that attack is the best means 
of defense. From a military point of view the time to halt a sortie 
against the Americas is before it gets well started. An American 
Army adapted to establish a base in South America could also dis- 
patch an expeditionary force to assist an ally in Europe. United States 
Army war plans to draft millions of men in an emergency seem 
modeled on the experience of 1917-1918. Navy preparations for long- 
range hostilities appear to envisage naval warfare against the Jap- 
anese or distant blockade in either ocean. The American merchant 
marine subsidy program is largely geared to the necessity of oceanic 
military transport in case of war. 

Thus, even if the purpose of the United States is only to protect 
the American continents, this country is inevitably viewed as a po- 
tential military antagonist in world alignments. Its waxing military 
strength, like its industrial capacity, is a prime factor in the interna- 
tional balance of forces. As a result of planning, experience and 
growth, both could be brought to bear on the European scene far 
more efficiently than in 1917. And a prospective triumph for the 
totalitarian powers would arouse such fears for the future of de- 
mocracy and the integrity of the Western Hemisphere that the 
American people might once more agree to fight in Europe. 

The American Front 

Battles are fought around conference tables as well as on the field. 
American defense today must contend with the danger not so much 
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of armed invasion as of the subtle penetration of doctrine and influ- 
ence uncongenial to the American temperament. Now as in 1917, 
many Americans express alarm over German infiltration in Latin 
America. During the period of neutrality, 1914-1917, the United 
States was not in a position to build up an international Pan-Amer- 
ican political structure to combat such a development. Its own rec- 
ord in Mexico and the Caribbean had left a trail of fear and bad 
feeling south of the Rio Grande. Yet, in view of later developments, 
it is interesting to note that Colonel House, with President Wilson's 
support, was occupied intermittently from November 1914 until 
October 1916 with a project for Pan-American solidarity, designed 
to serve as an example of organized international cooperation for 
the rest of the world. A draft Pan-American Pact was drawn up at 
Washington, the first article of which provided: "That the high con- 
tracting parties to this solemn covenant and agreement hereby join 
one another in a conmion and mutual guaranty of territorial in- 
tegrity and of political independence under republican forms of 
government." The scheme was discussed with the ABC powers 
and Britain, but the time was not yet ripe for action. Nevertheless, 
this draft embodies the germs of Pan-Americanism. 

Today conditions in the Western Hemisphere have changed. 
North Americans, whether "isolationist" or not, are attracted by the 
■concept of cooperation among the American states, particularly at a 
time when conditions seem chaotic in the rest of the world. Modern 
America has revivified the Monroe Doctrine, which is increasingly 
regarded as a collectively supported instrument of hemispheric sol- 
idarity against permeation from without. Ideologically, the demo- 
cratic framework of government, to which most Latin American 
dictators cling, provides at least the basis for a semblance of unity. 
Economically, the possibility of further developing a tropical raw 
material base from which to fill the most obvious gaps in the store- 
house of North American natural resources lends Pan-American- 
ism a new purpose. And, defensively, concerted action would easily 
render the American continents impregnable. 

The Roosevelt Administration has meanwhile been able slowly to 
strengthen the bonds of mutual trust between the Americas and to 
surmount the cultural and historic barriers which have divided them. 
By rational persuasion, scrupulous respect for diplomatic niceties, 
and special preoccupation with Latin American problems, this coun- 
try's leaders have done much to implement the pious phrases of the 
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Good Neighbor policy. At Montevideo in 1933, Buenos Aires in 
1936, and Lima in 1938 the seed of inter-American sohdarity seemed 
at last to be sprouting. Denunciation of the Piatt Amendment, and 
the Administration's skillful forbearance in dealing with the expro- 
priation of North American properties in Mexico emphasized the 
decision of this country not to intervene in the internal affairs of 
Latin American nations. Fear of land-hungry European powers im- 
pelled Latin Americans, hesitantly but surely, to examine the poten- 
tialities of collective action against extra-continental aggression. 

The success of these efforts is revealed by the alacrity with which 
pledges of Pan-American consultation, made at Buenos Aires in 
1936 and Lima in 1938, were implemented on the outbreak of the 
European war. During the first world conflict, this country had been 
reluctant to cooperate with the South American neutrals. But on 
September 23, 1939 United States delegates met with representatives 
of the Latin American states at Panama to discuss their common 
problems of neutrality and economic adjustment. 

America's World War experience suggests that much may be done 
to cement hemispheric economic ties while Europe is locked in 
battle. Twenty-five years ago Latin American trade was disrupted 
by blockade and dearth of shipping. European credit and European 
goods were obtainable only with the greatest difficulty. Although its 
merchant marine was comparatively small, the United States stepped 
into the breach, supplying manufactured goods and purchasing large 
quantities of raw materials, many of which were then re-exported 
to the rest of the world. United States imports from Latin America 
increased from $223 million in 1914 to $687 million in 1919; and 
United States exports to that area rose from $124 million to I441 
miUion. Part of the expansion reflects higher prices, but even in 
quantity our trade with Latin America increased 100 per cent. Many 
of these commercial gains were never lost. They laid the basis for 
American foreign investments in the lands to the south — a develop- 
ment whose unfortunate consequence in the shape of widespread 
defaults arose partly from the fact that Latin America's specialized 
productive facilities had been overexpanded. 

At present, while the Americas will continue to export raw ma- 
terials to the Allies, the United States is again preparing to replace 
all the belligerents as a leading source of manufactured goods. Its 
shipping and financial resources, under the proposed neutrality legis- 
lation, will be available for the encouragement of inter-American 
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trade. Careful planning is necessary if permanent and mutual bene- 
fits are to be gained from the new situation. Long-term capital 
needed by the Latin American states must be carefully invested, not 
in ill-advised expansion of primary production, but in industry, com- 
munications, public udhties and other enterprises for raising the 
standard of living. To a Hmited extent, of course, production of 
commodities with a prospective American market — rubber, quinine 
and the like — may successfully be stimulated. It must be remem- 
bered that unless the United States is prepared to absorb more goods 
from this region, its liberal credit policies exercised through the 
Export-Import Bank, and possibly the Reconstruction Finance Cor- 
poration, will leave this government with uncollectible assets on its 
hands. 

The Uncertain Future 

Neither its armed strength nor its Pan-American security will 
suffice to guarantee the United States against involvement in a 
European war. In many respects the country is closer to conflict than 
it was in 1914. Under the Roosevelt Administration it has engaged 
in sharp political and commercial altercations with Germany. Amer- 
ican public opinion, better informed on foreign affairs than it has 
€ver been in the past, is almost solidly and-Nazi. Transoceanic air 
lines and short-wave radio have narrowed the psychological as well 
as the physical gap between the continents. The whole array of in- 
fringements of traditional neutral rights evolved over four years in 
the last war is being applied entire in the first months of the pres- 
ent conflict. With the rapid development of new forms of warfare, 
particularly in the air, incidents may occur which will provoke 
emotional outbursts among the American people. American eco- 
nomic interests are already engaged to some extent on the Allies' 
side. Large British and French purchases in this market will tighten 
the commercial bonds between the democracies. Last but not least, 
the German-Soviet rapprochement of August and September 1939 
has strengthened the widespread conviction that important ideo- 
logical differences are at stake, and that the fate of American re- 
publican institutions may be bound up with the outcome in Europe. 

On the other hand, the following factors miUtate against Amer- 
ica's involvement: 

I. Knowledge of our experience between 1914 and 1917, and of 
the effect of war on American economic and poUtical life, re- 
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fleeted in the greater sophistication of the American public on 
matters of foreign affairs. 

2. Legislation stimulated by these memories and designed to pre- 
clude our entry into conflict on the same grounds. While the 
Neutrality Act may not be completely effective, its very passage 
suggests that infringement of legal rights is less likely to force 
the country into war in future. 

3. Strong "isolationist" sentiment in Congress and the nation, 
profoundly suspicious of any step which might link the United 
States more closely to the Allied cause. 

4. Widespread appreciation of the existence of rival propaganda 
machines, although there can be no assurance that the country 
will remain intellectually unmoved by carefully marshaled 
facts, intelligently presented. 

5. Greater preparedness, military and economic. The former tends 
to deter hostile acts by the most desperate belligerent. The lat- 
ter, taking the shape of governmental assistance to branches 
of the American economy which might be depressed by war 
conditions — such as shipping forbidden to traverse war zones 
or touch at belligerent ports — reduces although it cannot elim- 
inate the economic pressure for involvement. 

While it has often been lightly assumed that the United States 
must inevitably become involved in a world war, no one can predict 
such a development with full assurance. Events in Europe indicate 
that today neutrality in the legal sense does not preclude a certain 
degree of assistance to one belligerent or the other. The attempt to 
abolish the arms embargo is a case in point, entailing, in a sense, a 
"measures short of war" policy even after the outbreak of the 
struggle. It remains to be seen whether encouragement to Britain 
and France can be both strong enough to be substantial and yet safe 
enough to keep us out of war. 

In the long run, there can be no policy affording absolute safety 
for the United States as long as war continues in the outside world. 
True security is inseparable from the creation of a state of affairs 
in which the adjustments now so crudely accomplished by conflict 
are more equitably achieved by pacific means. It is for that reason 
that the United States, whether as neutral or belligerent, has a stake 
in the next peace settlement, which it may properly strive to make 
more enduring than the last. 
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THE NATIONAL PEACE CONFERENCE is a clearing house of thirty- 
nine national organizations. The Conference seel(s to draw these organiza- 
tions together into a coherent and articulated group which is able to spea\ 
with weight and authority for peace as questions arise affecting America's 
attitude in international problems. The President of the Conference is 
Henrietta Roelofs and the Director, Walter W. Van Kir\. The organiza- 
tions represented in the National Peace Conference are: 
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american friends service committee 
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american youth congress 
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friends' GENERAL CONFERENCE 

GENERAL CONFERENCE COMMISSION ON WORLD PEACE OF THE METHODIST 

EPISCOPAL CHURCH 
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INSTITUTE OF INTERNATIONAL EDUCATION 
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UNITED STUDENT PEACE COMMITTEE 
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